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ANALYSIS OF THE 1951 BUDGET OF THE CZECHOSLOVAX STATE

e

presented to the parliament in

The state budget for the current year vas )
the budget vas passed in March

Pebruary 1951. After a very brief discussion,
1951, .

The Minister of Finance states that this will become the normal cperating
procedure. in The CZecovsiuvua evunlids pian the shats Tuigst iz the kepsiome,
Hovever, the compilation of the economic plan is a long and tedious task, which
normally cannot be completed until elmost the end of the year. Fcr this reason

the work on the final budget car be begun only in Januaery.

The state economic plan is very complicated. It is conceived as an integra-
tion of many individual plans which are arranged hierarchically. This integra-
tion of the different plans proceeds simultaneously on two independent and paral-

lel routes. .

First, there is the ecopomic plan of activities vhich is at the top of the
pyrsmid. The base is formed by the plans of the individual enterpriszs, and
naturally the plans of the enterprises aleo resemble smaller pyramida. These
szall pyramids awre formed by the integratlon of the shop and factory pians of
the enterpriss.

The integratien of the plans of the individual enterprises is on industry
level; for example, the plan of the machine-building, gless, and textile indus-
tries. or that of highway transport, etc. These industry plens are tlen inte-
grated later vith the plans of that entire industiry, for distribution, for trans-
port, etc. The econcmic plan of all these activities forms the complete arch of
which the budget is the keystone.
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To get the idea of the other method used to establish the state economic
plan, it is first pecessary to understand clearly that each economic plan of an
industrial enverprise is broken down into a series of operatiomal plams: plan
for supplyimg rav meterials, plan of maintaining stocks of rav materials, plan
of developing menufacturing operations, manpufacturing pian, plan of stocks of
nmanufactured goods, plan of flow of products, manpower plan, fipsncial plen, in-
vestment pisn, maintenance plan, etc.

It is prescribed that the operstional plens be divided into plaps for sedt
periods of time, with mo period greater than one month. Some enterprises, like
the former "Bata," éstablish this cperational plans on & weekly basis.

For certain operations which are importent to the entire economy of the na-~
tiom over-all plans are established for aome specisl activities. These plans
L are integrated in the formation of the state economic plan. On the basis of the
bt opersational plans, the state hes established plans for the production apd distri-
i K bution of ceal, steel, fuel, and monferrous metals, the state investment plen,
the state financial plan, the wage plan, lebor plam, etc. .

'l'he:’ state economic plan is organized on four levels: {1} the state economic

"plan established vy the State Pianaing Qffice; (2) plams of the economlc sectors

esteblished by the various ministries; (3) the industry plans established by the
central directorate of the respective sectors; and (4) the economic plans of the
jpdividual enterprises. This orgenizetion wae simplified in September 1951 by &
governmental decree which abolished the third level. 411 the central directorates
vere dissolved, and the Ministry of Beavy Industry vas subdivided iuto new winis-
tries to which the imdividual enterprises will be attached directly from now on.

. Part of the personnel of the central directorates will be tsken ipto the new min-
istries; however, Doctor Dolansky, Chairmsn of the State Planping Office, stated
that 39 percent will Le sent to the factories as manual workers.

The basic idea of the present Communist governnent in Czechoslovakia in
establishing the budget is to enter in the state budget all the economic activi-
ties of Czechoslovakie, provided that they are expressed orly in money. So, in
the future, there will be only ome budget, encompassing &ll activities, expressed
in Gzechoslovak crowns, and a single state plan, representing these same gctiv-
ities in non-monetary term:.

The concept of ona budget and one ecopomic plen, besed on the example of
the USSR, is the goal of the Czechoslovak government, but this goal will probsbly
not be resched for some time. Nevertheless, even todey, there are two sectors
where the budget and the state plan touch and vhere the budget 1s established in
accordance with the state plan. These two sectors are investments and financing.
One part of the investments is contributed directly by the state, thne other part
by the enterprises; so, there muet be coordination in the investments plaan. iIn
the field of finaacing, the state has beccme the exclusive financier of the econ-
omy because private banking hes almost disappeared. ’

We shall present & brief cummary of the trends which appear in the approved
1951 budgel and compare it with the 1949 and 1950 btudget. It is necessary tc
give some general characteristics or the present structure of the Czechoslovak
budget, which is in a state of transition toward the Soviet budget system. The
whole Czechosiovak economy appears as & single buaget.

The state budget has four parts: (1) the state budget proper; (2) servic-
ing the national debt; (3) social security, and, (4) financing the petional econ-
OmY .« - s

As & result of tbe second bankiag reform im 1950, there are only t'véd'ﬁa,nks
ir operation: the State Bank snd the Ianvestment Bank. The First performs ithe
functions of a normal benk, organizes and grants short- and medium-term tredit
to the natiocnal ecomomy, and is the controlling organ of the plan for fizancing
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the economy. {This coptrol is ecalled "control by the crown,” corresponding to
the Soviet control called "comtrol by the ruble.”) In the {iscal crganization
the State Bank is the Treaswry end effects all payments by the state. For this
reason, the Treasury, vwhich was listed in the budgets for 194 and 1950, does

not. appear in the 1951 budget .

On the other hand, the Investment Benk is t{he orgem for granting long-term
credit. This bank receives regular deposits made up of the amortization on the
balance sheets of the national enterprises and also from their profits. It also
receives from the funds for figancing the national economy the allecetions which
the state makes to the fund of the nationsl economy.

Between 1949 and 1951, the credits granted to private enterprises fell from
4.5 percent to 2 percent of the total credits granted; sll credit transactions
were coptrolled by the state. With the exceptiovn of wezges all peyments within
the state are to bes made by back clerks,

Another cheracteristic of the plapned ecomomy in Czechoslovekie 1s that the
amount of working capital available to the enterprises is being constantly de-

It is prohibited to create reserves other than those legally prescribed.
As has already been sald, the enterprises are forced to deposit every mopth ip
the Investment Bank their amortization quotas. The texes musi also be peid to
the state each month. The profits of the national eanterprises, after the deduc-
tion of the legal withholdings, have to be peid to the Fund of the National Econ-
omy .

The enterprises may not request rredit in exceas of what has been provided
and approved in the plons of the enterprises. It is interesting, in this connec-
tion, to point out that in Merch 1551 the government authorized more severe neas-
ures for liquidating credits {n ordsr to pay wveges. Until the end of 1951, the
amounts reserved for wages iu the plans of the enterprises vere "frozen." This
nev measure means that the Stats r-nl must check the sums paid out as wages by
the enterprises and limit the credits tc be used for this purpose to the amounts

established in the plans.

creased.

The control of the application of the financial plans in the entire Czecho-
2lovok coomomy meete vith the State Bank. The contrcl of long-term credits 1is
the duty of the Investment Baok. The "control by the crown” 13 maae pusslile uy
the interdiction of cash psymentis, and thus almos* ali poymeants must pass through

the State Baak and the Investment Bank in the form of checke cu the respective
accounts.

he close interdependence between the f£iscal systenm snd

on or tne national budget show how difficult 1t is to

o vhich the various appropriations in the budget are

put. For political reasous, the actual sstinnal defenee budget has been incressed
annuelly by only one villion crowns for the past 3 years. In contrast tc this,
the budgets of the Miplstry of the Imterior snd thz Miaistry of National Security
have almost tripled during the same period. Large sums have been zlloceted annu-
ally to the Fund for National Industry. According to published official figux:es »
the allocatione vere 35 billion crowme in 1949 end 44 billlon crowns in the pre- .
liminary oudget for 1951. The goverument has anncunced *hat thege sums are used
to increase the productlon potential of heavy industry.

\
the Minictry of So=zial Welfarc an e d the Ministry of Health | 50X1-HUM
have listed the expenses for building aud equipping 11 military hospitals. Ac-
cording to the source, these hospitals were to have been kept in regerve until
needed but the contracts had already been awarded. It iss.certain that most of
the items in the budget are used to cover the costs of ‘reartiingh.of services of
a political nature, or of the needs of the Communist Party.” “The Party organizes
public demonstrations, propagsnda, training of political cadres, etc.

These examples of t
the financisl orgenizati
analyz: the actuel uses %
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must say that the state economic plan of Czechoslovakia, con-
npiscal fimence” system, end based on systematic
by the police system of the Ministry of National
_ Becurity, is an snetrument in the hapnds of the jeaders of the Commumnist Party
which they use to pursue their intereste without belng congtrained by public
opinion. But i% should be pointed out that complete suppression of free dis-
cussion on the details of Communist policies, and the direct control of public
opinion, bring about in the people a slow but profound sccumlation of feel-
ings of discontent and revolt. In the present world political situstion this
is & factor ‘of the greatest importance, and one which is worth noting since
at any given moment it may become decisive for the West. It is also probably :
the factor which would make possible the solution of the present politicel g i

aifticuities vhile avoiding a world war.

That these observations are correct wag proved by the Communist leaders
themselves in September 1951, when they vere obliged to change the structure # 4
of the governwent and to form a special Minietry af State Coatrol. It appesrs
that the sdministrative gtructure of the state plan, vhich is already very
complex itself, is nenceforth to be duplicated, from top to bottom, by en
autonomous coatrol organizaticn having quasi-dictatorisl powers. The effec-
tive control of the new ministry will apperently be based primarily on the
over-all operational plans for production and d4istribution of basic rav me-
terials and on the plans for heavy industry. This control bas until nov been
in the hands of the administrators of the plsn. Another comtrol, and & wery
strict ome, vas carried out by the Ministry of Natiomal Security; the agents
of this control are in the organs of locsl administretion and, in the form of
factory police, ia individual establishments. Apperently all these organs
are from nov cn %o be under the new Miplstry of State Control.

Thud, one
trolled by en interdependent
propsganda and surveillance

These latest decisions show that propegands, police control, and plan or-
ganization have proved insufficient. The discipline of the mass of workers,
their productivity and the loyalty of the employees and the managers of the
pational enterprises, are begirning to deteriorate.

To avoid this, the Cosmunist leaders Teel obliged to centralize more
thoroughly and to organize & atricter control of the economy. At the same
time they sare Trying Lo £id Sbsueecives of clomante in vhom thev no longer have
confidence by transferring functionerizss and white-collar workers to the fac-
tories. )

This transfer of intellectuals to the factories, however, should be con-
sidered rather as a sign of the weekness of the regime. Among those shifted
asre meny malcontents and critics of the regime. Further, this program is be-
gioning to sffect even Communist Party members. But these elements will
merely increaze the discontent among the factory wvorkers.

We have attempted to show the environment in which the Communist experi-
ment is develcping in Czechoslovakia, a very highly industrialized country ani
one with a long democratic traditicn. We have also tried to analyze more
closely the difficalties with which this experiment 15 faced. Kow we shall
examine the fiscal avolution in Czechoslovakia during the last 3 yesars, i.e.,
Guring the first 3 years of the present Communist regime.

The following table shows the principal cstegories of the state budget
for the years 1949 through 1921, in millions of crowns.

Revenues Expenditures
1953 1959 51 1949 1950 1651

President or the
Republic 2.2 82.9 69.4 11 1h.9 0.6
National Aasembly 85.3 80 83.3 0.6 o.b 1.2
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Revenues Exgpenditures :
195 1550 ek JUICIC) I3 ]
Slovak National . ) o 9
Council 40.6 32.3 40.6 0.2 o- .-
Presidium of
Council 315.9 80.2 101.9 o -- -
Presidiun of
Siovak Council : -
[Elovek Board
of Commissionersl/ 162.7 31.3 28.5 0.1 - --
Central Planning
Office - 855.0 1,112.5 e 20.8 12.0
Ministries
foreign Affairs 409.0 506.0 651.3 5.8 15.0 12,5
Nationsl Defense 8,359 9,565 10,506 253 292 103
Interior 6,758 10,668 11,61k.9 41) 549 10,5
National Secur-
sty - 5,061 -- - -
Justice 1,294 1,616 2,0k 266 g $10
Unification of .
Laws 12.8 11.k -- - - --
Education 8,568 10,266 12,183 104 228 110
Information 536 197 1,905 9 7 149
Agriculture 2,214 4,757 4,823.4 318 625 918 -
Food 382 578 638.2 2 43 €9.5 .
Heavy Industry 730 1,641 2,692 . T3 6k 579
Light Industry -- -- 717 - -- 22
Internal Trade 164.6 306 473 T 3 2.8
Foreign Trade 142 140 173 255 13 12.6
TElNoiISEY 7,578 18,531 13,437.5 129 29% 135
Transportation 915 871 831.6 65 5 5
Posts k6.9 31 2h.3 -- - -
Social Welfare,
: Labor 8,183 14,263 18,730 212 267 424.8
3 Health 5,635 - 6,625 8,310 3,460 1,528 210.8
1 Finance 2,367 2,207 566.5 75,465 114,423 160,465 .4 .
# -
Supreme Court 15.2 15.7 i5.9 - - -
Physicsl Culture -- 369 539.4 - 5 3.4
o E Pensions 2,957 6,732 1,190 21 42 -~ .
| office of Control 43 43 42 - - - '
o office of Religious ' -
v Afteire -- 1,142 1,905 -- - & -
General funds 31,292 12,271 - 8,217 486 -
Total 89,278 115,113  1ik,k51 99,320 119,432 166,520 -
-5 .
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The over-all 1951 budget is broken down as follows:

Millions of Crowas

Receipts. ‘ 166,520
Budgetary expenses 114,451
Servicing nationsl debts L,707
peficit from social security 3,609 ‘
R Deposits in the Fund of the
. Natiopalized Economy 43,400
Total expenses 166,267
Budget surplus '. 253 .

This table requires some explanation.

1. The Central Plsmning Office was moede autonomous im 195C. It con-
sists of the General Secrstariat of the Beonomic Council, the Planning Office,
the Suprems Price Office, and the State Statistical Office. )

2. Phe Ministry of Industry was divided in 1950 into the Ministry of
Light Industyry end the Ministry of Heavy Industry. This heppened to coincide
with the decision, based on an order from Moscow, to accelerate the realiza-
tion of the production and {nvestument plans of the heavy industry sector. The
Five-Year Plan of this sector is to be realized in 3 years, and the production
cspacity of heavy industry is to equal, in 1953, 300 percent of the prevar
level. At the same time the central directorate of the Czechoslovek Metalwork-
ing and Machinpe Factories was reorganized; this was & national exnterprise com-
prising about T3 enterprises and some 300,000 workers. Thie directorate vas
breken down into four central directorates, for the heavy metslworking indus-
try, precision mechanics ipdustry, el,ectrotechnical industry, and metal con-
aymes mnnda industry. respectively.

Bowever, by govermment decree of T September 1951, the Ministry of Heavy L
Industry was brcken down into £ive new ministries: the Ministry cf Fuels and )
- Power, the Ministry of Ore Mines snd the Metallurgical Industry, the Mipistry
o of the Chemicsl Industry, tae Ministry of Heavy Machine Building, and the Min-
o Setry of General Machine Building. At the saze time al)l the central directo-
retes were liquidated.

3. For reasons of political security the secret polics, along with the
pational security forces, were detached from tha Ministry of the Interior in
1950 and made into & new ministry. But the budget of the Ministry of the In-
tericr for 1951 covers the expenses of <he regional administration of the Na-
tional Committees as well as of th2 ordinary police.

It should also be mentioned that in 1951 the secrat police, netional 3
security srgans, and the frontier guards received the legal gtatus of the army "
es vell as srxy materiel.

L. The pension service for public functionaries was liquideted in 1951
and taken over Ly the sccial insurance service. It should be pointed out alsc
thet io the new lew on the vaticnslization of industry a nev wethod has beea
introduced for comnensating tha tormer cwnmers of nationalirzed property. They
are now to be included in the spcial insurance setup. Actually the pension
2or former employers; to be used vhen they get too old to work, is the only
form of compensation that exists. 0f course, this dces not concern the young

-6 - .
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people who, llke everyoue, have to accept the work offered them by the labor of- : ,
rices, The former owners generally work in a special estsblishment in which the e 3
police keeps & strict control.

* % %

Until 1848 the state budgets in Czechoslovakin were deficit budgete, and in
1948 the deficit rose to about 10 billion crowns. By introducing & general sales
tax the Communists succeeded in turning this deficit into & surplus in 1949. This
new tax resembles the former tax on the volume of trade, but while the former tax
was from one %o 3 percent, the nev taxes are enormous end cCan te changed by &
simple decree of the Mipistry of Finance. According to the deciaystion of the BTN
Minister before the perliement in February 1951, the regulsr distridution of con- =g
sumers’ gocds ylelds the major part of this revenue, while the free market takes
only second plece.

This tax is the mesns by which the Communist reglme controls prices and the
1iving standerd, and by which it masks the exploitation of which the vast nmases
of the population are victims.

During 1951 there have been two exampies of the diabolical use of this tex:
In Janusry snd Kebruary, at the time of the grain supply crisis, and this summer,
during the meat supply crisis. iIn hoth cases the crisis was caused by enormous,
consumption and waatage. Although analyses show that the harvests os well as
the stocks of plant products were sufficient, in February, bread and flour ration-
ing werse reintroduced. It is true that the reintroduction of rationing for bread
and other materials, side by gide with the free aarket, permits the goverpuent
to control the supply situstion of the country. But with the conditions in pro-

- duction vhich obtained at that time it sppeared that these seasures were primarily
in the neture of economic mobilization. Further, there have been seversl in-
stances of price increases dn the free market since February, 8o that one can see
that the Communists in Czechoslovekia have in the sales tax an effective imstru-
ment for controlling the 1iving standard &and for supplying the country in time
of war.

. Cne must not lose sight of the fact, hovever, that tae Salep Umk im im ialh
Fa form of consumption tex from vhich the revenue is snormous!

Ia 1949, this tax was estimated in the budget at 46 billion crowns, while
the effectlve return was 70 villiion. In 1950, the budget estimate was 7O billion,
and the return probably exceeded 30 billion. FPinally in 1951, the budget in-
cluded 106 billion crowns from the sales tax.

I+ cas be geen that the fiscal policy of Czechoslovakia is followipg the
Soviet exsmple. By coatrelling galaries and prices the government 1s trying to
obtain meximum producticn, particniarly in those sectors in which 1% is politi-
cally intereated. Production fails 1nto two categories: production which is
necesdary for consumption, and production which corresponds to the political
aimg of the regime. Texing the cost price as a basis for calculaticns, 1f the
velue of these two groups of products is C (consumers' goods) and A (arme), and
supposing thay the pticnsl enterprises reslize profits P and pay taxes T to
the state, it follows et the sum of salsries distributed for the national
economy 18 C+A - P - T. But ia order to maintsin the econowy in a state of
equilibrium ths prices of consuers' gonds must be raised so thet the sales
prices of these products to the consumer will equal the selsries paid out, i.e.,
C+A - P - T [sic/. This is to oay that the progran of productior of goods
vhich serve the political purpos=s of the regime is realized without disturbing
the economic equilibrium since the capitel necersary for finencing production
in the heavy industrial sector and for lnvestwents 1is extracted from the scCaOMy

L
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in the form of the sales tax. 0f course, the system leads to & worse and
yorge siavery to the extent that production of goods for politicel purposes

increases.

. To show vhere this pollcy of exploitation -- which may be characterized
ss diabolical, snd, for the people who have to carry the burden, as traglc --
can lead, ve shpuld like to add some data on the tewmpo of this policy over &
period of time. .

The following table gives the 1937, 1949, 1950, and 1951 figures on the
Czechoslovak nationsl income, budgetary expenditures, and receipts from the
sales tax. For the year 1937 the tax on volume of business is used for pur-

poses of comparison.

Iz Billions of Fresemt-Day Crowns (im prewar crowns for 1937)

1937 9% 1%0 1951

Hational incoms 60 ako 260 280

Budgetary sxpenditures 10 - 89 __ 131 166
As % of national income 164 7% C sob | 6oh

" Receipts from sales‘tax ' 2.,8 - 70 Over 80 106
As $ of national income b.e% 2% 30% 35

Thus, before the war the Czechoslovek state required 15 percent of ths
patiopal income. The present Communist regime tskes 60 perceet of 1t! Of -
every 100 crowns which the Czech worker earns at present, 38 crowns represent
dead purchasing pover, that is, consumer taxes vhich the worker is cbliged
to pay on products for his deily comsumption -- and not only when he buys -
them on the free market, but even when he buys on the controlled mariet!
Considering the increasing tempo in the receipts from this sales tax, it is
very probable that the worker's dead purchasing pover has already exceeded
40 crowns for each 100 crowns which he nominally earns:

1T 16 eXCLUBLVELy Douaunt Ul WS Selts was wuae oo fomminist rogime has

been able to realize large surpluses during the iast 3 years. According to the
closing of the accounts for the fiscal year 1949, presented to the parliament
in Feoruary 1951, this surplus amounted to 35 billion crowna for the first year
of the Cozmmunist regime, 2k billion of which represented advances on the sales
tux receipts ‘and 11 billion repressnted planned investment projects which had
not ‘besn completed during the year. It is significant that these 1l billias,
representing projects vhich had not besn completed, vere not carried cver to ths
following year with a view to completing the projects during that yesx, but vere
simply pleced in the Fund of the Nationalized Ecomomy along with the 24-villion
: surplue fxom the sales tax receipts. What happenad vag that, in the meantime,
orders Bad come Zrom Moscow o acceiexete construction and to increass produc-
i tion in the sphers of heavy industry -- and go all the projects startedi during
1949 were left unfinished. For exasple, the children's hospital in Brono, con-
struction of which was started in 1549, has for 2 years been cumpletsly aban~
doned :

b To accelerste the reslization of the plans for heuvy industry, the Fund of
A the National Rconomy vas organiged in 1950, with a sum of 20 billiom crowns pro-

vided for it in that year's buiget. The 1951 budget provided 43.h biliiom crovns
for this fund, in addition to the 35 billion budgetery surplus from 1949.

- e on - -
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Under the Pive-Year Plan (1949 -~ 1993) i% vas planned that investments in
industry should reach a total value of 132 billion crowms. A considerable
portion of these investments wes to be financed from the enterpripges' ovn funds,
that is, from the smounts paid in as amortizetion payments and the profits
realized by the enterprises; only the remainder was to be furnished by the state
directly. Now, as may be seen, the state’s contributions to the Fund of the Na-
tional Economy have already increased to some 115 billions! If one wishes to
account for the total volume of cepital thus placed at the disposition of heavy
industry's -investment activities, 1% is necessary to add to this Pigure of 115
billion the totsl of the amounts paid into this fund ag ameortization payments,
and also the profits realized by the natiunalized economy. The total value of
smortization payments may be estimated at 30 billion per year; however, it is
&ifficult to make any estimate om the profits. But mo serious error in calcula~
tion will be made if one assumes that the yield from these two sources probably
amcunts to & totel of about 100 billiom for the years 1949 - 1951.

If we wish to obtain an idea of the force with which the leaders in Moscow
are exerting pressure on Prague to obtain what they vant from the Czecheslovak
econcmy, ve need only consider the following data: credite plamned under the
Five-Year Plan for investzent projects in industry &s & whole, 132 billion
crowns; credits actually msde asvailabie to heavy industry within 3 yeawrs, €15
billicnh crowns.

12 one observes the Communist regima's avid efforta toward increasing pro-
duetivity by introducing two aud three shifts everyvhere, coptending that there
ig peithar the time ror the neceessry fimancial means for emlarging and modern-
izing the existing plant or for making the work more pleasant for the worker;
if one observes &ll conceivable means being employed ¢tu force women to seek em-
ployment, so &s to be able in tais way to free masculine workers for heavy in- )
dustry; if one considers the Czechoslovak government's recent decision to send
77,000 white-collar workers from the government administration and from the na-
tional enterprises, sad 39 percent of the personnel from the central directo-~
rates which are novw being liquidated, into the workshops to work at manual
labor; then one may realize that this 1s not a question of activities designed
to improve the lot of the population but & terrible explcitation of the Czetho-
slovak economy, organized in conformance with political directives from Moscow
by the Commurist leaders in Prague, who are in the grip of panic, fear, and
mutual hate, but are unable to lift their voices.

This Communist hysteria in Prague certainly constitutes cne of the aspects
o] of the danger which the West must pay close atteantion to. But the reactions
Wt which this political, economic, and social exploitation arouses in large groups
of the Czechoslovak population may perhaps be even more important. If it should
be possible to succeed in sustaining the morale of the Czechosiovak people dur-
ing this presert period of oppression, their value, &t tbe proper mowent, for
the defense of Atlantic civilization may be immeasurabls: -

~-END -
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